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Abstract: Hong Kong is one of the most dynamic cities in the 
world. It is already wealthier than most of the 
industrialized countries, measured by per capita gross 
domestic product. In addition, it is growing at least twice 
as fast as the industrialized countries. Not only the 
geographic good luck give it benefit, but also do its free- 
market policies. With no tariff nor non-tariff barrier, the 
colony attracts foreign investors to invest in the country. 
Government policies and trade and investment restrictions 
are discussed in detail. 
I. Introduction: 
Going global is natural. Most of businesses nowadays 
shift their focus abroad, and they face new competitors of 
all shapes and persuasions in the world's commercial 
capitals. In fact, nearly every growth-oriented economic 
area today is pulled by global forces, and the need to view 
economic conditions and the business environment of an 
interesting country in term of the new destination for 
international business is undeniable. China, Taiwan, and 
Hong Kong rank among the best destinations for investment 
and trade in the world today. Hong Kong has been so for many 
years. It is one of the fastest growing regions in the 
world. With free enterprise policy of its government plus no 
tariff nor non-tariff barriers, the colony attracts foreign 
investors. Many research papers show their information about 
Hong Kong and give the result of their studies that the 
country is very attractive for international trade. In this 
paper, we are going to see whether Hong Kong is really as 
good a destination for investment as people claim it is, and 
whether it is still the best opportunity for foreign 
investors even though it will become an autonomous district 
within China in 1997. 
11. Country's Profile 
Hong Kong is located on the southeast cost of the 
People's Republic of China, adjoining the province of 
Guangdong, about 90 miles(145 kilometers) southeast of 
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Guangzhou(Canton) and 40 miles(64 kilometers) east of the 
Portuguese province of Macau. It comprises of 236 islands 
and islets, many of which are uninhabited, and a portion of 
the Chinese mainland. its total area, including reclaimed 
land, is 413 square miles (1074 square kilometers), 
consisting of Hong Kong Island(30 square miles or 79 square 
kilometers), Kowloon(5 square miles or 12 square 
kilometers), and the New Territories(377 square miles or 980 
square kilometers). About 80% of the territory consists of 
hilly land that is too steep for economical large-scale 
development. For this reason, the government undertakes 
ambitious and reclamation projects, which increase the area 
of the territory every year. Six major reclamation projects 
along the harbor foreshores are currently being studied or 
are under way in order to meet forecast development needs in 
the 1990s and beyond. 
The colony has almost six million population with the 
growth rate of 0.6%. Its birth rate is 13 births per 1,000 
population with 5 deaths per 1,000 population. They speak 
Cantonese Chinese and English. The literacy rate is 77% with 
90% of male and 64% of female. The labor force of Hong Kong 
is approximately 3,000,000 population which can be divided 
into 28.5% of manufacturing, 27.9% of wholesale, retail 
trade, restaurants, and hotels, 17.7% of services, 9.2% of 
financing, insurance, and real estate, 4.5% of transport and 
communication, and 2.5% of construction. Approximately 97 
percent of Hong Kong's population is Chinese. The 1986 By- 
Census showed that 59.3 percent of the people were born in 
Hong Kong and majority are Cantonese originating from 
Guangdong Province. Approximately 3 percent of the 
population, or 180,000 persons, currently hold foreign 
passports. The number of foreign-passport holders in 
community has been growing steadily in recent years. This 
growth has been caused by an increase in the number of 
foreign companies establishing and expanding in Hong Kong. 
The legal system is based on English common law (The World 
Fact Book, 1993-1994). 
Formally, the capital city is Victoria, but this name 
is seldom used nowadays. In practice, the name Hong Kong is 
used to identify both the island of the same name and the 
territory as a whole. The Central District on Hong Kong 
Island is the territory's chief financial and commercial 
area. On the mainland, in Kowloon and the adjacent areas, 
are important commercial, industrial and residential areas; 
major wharves and container berths; Kai Tak International 
Airport; and the Kowloon-Canton Railway terminus. In the New 
Territories, large areas of the lowlands are intensively 
cultivated, but the development of the new towns with 
industrial and residential areas is rapidly changing the 
rural character. 
Chronology 
1839: Opium war broke out between Great Britain and China in 
dispute over Chinese efforts to block British 
smuggling of opium to China. 
1842: After winning Opium War, British gained control of 
Hong Kong Island with 5,000 population. 
1860: Britain gained control of Kowloon Peninsula. 
1898: China leased new territories in the northern part of 
current Hong Kong to British for 99 years. 
1911: The revolution in China overthrew Manchu dynasty. Hong 
Kong's population swells to 500,000 by 1915 with 
influx of refugees. 
1937: More Chinese refugees arrived in Hong Kong after Japan 
invaded China. By 1939, population reached 1,600,000. 
1949: Refugees from communist revolution in mainland China 
increased number of residents to 2,000,000. 
1950's: Hong Kong became the industrial center. 
1970's: China began to invest heavily in Hong Kong. 
1984: On December 19, Great Britain and China reached the 
agreement on returning British dependency to China 
authority in 1997. The agreement stipulates that Hong 
Kong will become an autonomous district within China, 
with self-rule in all matters except foreign and 
military affairs, and will be allowed to keep its 
capitalist, free enterprise economy for at least 50 
years. 
111. Economic Overview 
Today, Hong Kong is one of the most dynamic cities in 
the world, In 1991, Hong Kong's per capita domestic product 
was $13,800 with the real growth rate of 3.8%, but for this 
year, Hong Kong is already wealthier than most 
industrialized countries. It should reach $20,000 this year 
in purchasing power term, compared with $17,000 for Britain 
and $19,000 for the averaged of the industrialized 
countries, and it is growing at least twice as fast as the 
industrialized countries. However, its natural resources are 
limited, and food and raw materials must be imported. 
Manufacturing accounts for about 18% of GDP employing 28% of 
the labor force and export about 90% of its output. 
Unemployment, which has been declining since the mid-1980s, 
is now about 2% (Andrew Tanzer,1994). A shortage of labor 
continues to put upward pressure of prices and the cost of 
living. 
Hong Kong benefits from the geographic good luck of 
being at the heart of the world fastest-growing region. Its 
inhabitants provide the trading, finance and service hub for 
the Chinese mainland. Its container port is one of the 
busiest port in the world. This shipping trade also 
generates demand for services such as banking, legal work, 
insurance, and communications. Nevertheless, location alone 
does not guarantee economic success. Hong Kong has low 
taxation and government spending, high level of saving and 
investment, and minimal concern with income distribution. It 
has a free market economy with few tariff and nontariff 
barrier. The U.S. export to Hong Kong Grew 13.8 percent in 
1992 to reach more than $24 billion. Hong Kong was the 13th- 
largest market for U.S. export. U.S. exporters in 1993 
accounted for about 7% of Hong Kong's imports. In Hong Kong, 
U.S. firms have been especially successful in retail 
franchising. U.S. franchises recorded sales worth $468 
million in 1993, accounting for some 78 percent of the 
franchise market (Kevin Hamlin, 1994). 
The government regularly run budget surpluses. Overall, 
government spending in Hong Kong is only equivalent to 15% 
to 20% of GDP, and the spending goes largely for three basic 
categories which are infrastructure, education, and 
security. It also encourages people to save so as to provide 
for their own security since they cannot depend on the state 
to support them. Then, high saving bring high investment. 
Hong Kong's gross domestic savings and investment rates are 
typically equivalent to 25% or 30% of GDP. 
IV. Business Environment 
General Description 
The major factors contributing to Hong Kong's 
international reputation as a leading manufacturing and 
commercial center are its free-enterprise and free-trade 
economy. In addition, there is no import tariffs, and 
revenue duties are levied only a few categories of product. 
Hong Kong experienced rapid growth over the past decade, 
with an average annual rate of real GDP growth of 7.8 
percent. Over the same period, inflation has averaged 8.5 
percent per annum, and unemployment has remained very low at 
less than 2 percent(Price Waterhouse, 1993). 
Mineral and Energy Resources. Hong Kong has very few 
natural resources except its hard working population and 
import virtually all its raw materials, including food and 
fuel. There are no mineral resources of any significance, 
with the exception of aggregate for the building and 
construction industries. 
Agriculture, Fisheries, and Forestry. Only about 8 
percent of the total land area is suitable for crop farming, 
and about 2 percent of the work force is engaged in primary 
production. Despite this small base, Hong Kong is 34 percent 
self-sufficient in fresh vegetables, 37 percent self- 
sufficient in live poultry and 18 percent in live pig. In 
addition, Hong Kong's fishing fleet supplies over 80 percent 
of fresh marine produce consumed locally, and fish farmers 
in the New Territories produce about 13 percent of the total 
consumption of fresh water fish. 
Manufacturing. Manufacturing industries are an 
important component of the Hong Kong economy, Accounting for 
approximately 18 percent of GDP and 28.5 percent of total 
employment in 1990. It is estimated that about 90 percent of 
Hong Kong's manufactured output is eventually exported. The 
lack of natural resources and the limited supply of land for 
industrial use have generally constrained Hong Kong's 
diversification into capital and land-intensive industries, 
with the result that light manufacturing industries, 
producing mainly consumer goods, predominate. Clothing, 
textiles, electronics, watches and clocks, and plastic are 
the major industries. Together they accounted for 65 percent 
of Hong Kongls total manufacturing employment and 73 percent 
of domestic exports in 1990. Manufacturing companies in Hong 
Kong must be flexible and adaptable in order to cope with 
the frequent changes in demand patterns and to maintain 
their external competitiveness. In response to increasing 
competition from other developing countries in Asia, local 
industrialists are continuing to modernize their operations 
and to move into more sophisticated product lines. The 
overall objective is to move from simple processing work to 
more capital-intensive and technologically advanced 
production. 
Increasing number of Hong Kong manufacturers have 
established manufacturing plants in the People's Republic of 
China(PRC) and other neighboring countries to take advantage 
of the lower land costs and the abundant and relative cheap 
supply of labor. It is estimated that some two million 
Chinese workers are employed in factories in Guangdong 
Province, particularly in the Pearl River delta adjacent to 
Hong Kong, turning out products for Hong Kong companies. 
This is almost three times the number of people employed in 
Hong Kongls own manufacturing sector. 
Hong Kong has been either the world's largest or second 
largest exporter of clothing since 1973, and the clothing 
industry is the largest export earner in the manufacturing 
sector. Clothing exports to many developed countries are 
subject to quota restraint. In addition, Hong Kong's 
clothing industry is facing increasing competition from 
other developing countries in Southeast Asia, such as 
Thailand. The industry has responded by moving up-market to 
increase the value-added content of its products and explore 
new markets. Computer-aided design and computer-aided 
manufacturing technology in pattern making, marker making 
and automatic cutting are increasingly being used, resulting 
in higher productivity and higher quality. 
Service  Indus tr ies .  Over the past decades, the rapid 
growth in external trades has not only enabled Hong Kong to 
build up a Strong manufacturing base, it has also provided 
the underlying conditions for the services sector to 
flourish. In 1992, 62 percent of Hong Kong's work force was 
employed in the services sector, compared with 41 percent in 
1971. The particular one have been the rapid growth and 
development in financial and business services, including 
banking, insurance, real estate, and a wide range of other 
professional services. Over the years, Hong Kong has 
developed an efficient wholesale and retail network to cater 
to the growing consumption needs of a more affluent 
population. The rapid growth in tourism since the 1970s has 
reinforced this development. Furthermore, with increased 
disposable incomes, there is a growing demand for better- 
quality services to meet the rising standard of living. 
Given its strategic location in relation to the PRC and the 
Asia-Pacific region as a whole, and given its excellent 
communications network and efficient infrastructure, Hong 
Kong has developed into the hub for trade, finance, and 
business services in the region. Between 1980 and 1990, 
exports of services rose at an average annual rate of 9 
percent in real terms, while imports of services had a 
corresponding average annual increase of 12 percent. 
Transport and Communications. Hong Kong is served by an 
extremely efficient and modern transportation system, which 
is constantly being upgraded and modernized to keep pace 
with the territory's rapid development. More than 1,450 
kilometers of roads are maintained by the government. Of 
these, 402 kilometers are on Hong Kong Island. Hong Kong has 
one of the highest vehicle densities in the world. 
Approximately 370,000 vehicles were licensed to use the 
roads. Increasing traffic densities is being met by constant 
improvements and new roads. Because of the topography of 
Hong Kong, tunneling is often the cheapest means of 
providing direct and adequate road capacity between 
populated areas. Hong Kong Island is linked to Kowloon by 
three cross-harbor tunnels-one road, one rail, and one 
providing both rail and road links-and a fourth crossing 
planned. The Aberdeen Tunnel links the north and south sides 
of Hong Kong Island. The Airport Tunnel provides direct road 
access from Kowloon to Kwun Tong. The Lion Rock Tunnel 
connects Kowloon to the growing new town of Shatin in the 
New Territories, and the Shing Mun Tunnel links Shatin with 
Tsuen Wan. The Tate's Cairn Tunnel links one of the cross- 
harbor tunnels to Shatin, and the Junk Bay Tunnel links Kwun 
Tong to the new town of Junk Bay. 
There are five rail system in Hong Kong, including 
heavily utilized subway system, a busy suburban railway, a 
modern light railway, a traditional street tramway, and a 
recently modernized funicular railway. The mass-transit 
subway system(MTR) is operated by a wholly government-owned 
corporation. The network passes through the most heavily 
populated areas of the Kowloon Peninsula to Tsuen Wan and 
Kwun Tong and through those of Hong Kong Island from Chai 
Wan to Sheung Wan. The System carried a daily average of 2.1 
million passengers at the end of 1990, making it the busies 
underground railway in the world(in relation to the 43- 
kilometer length of the system). The Kowloon-Canton 
Railway (KCR) links Guangzhou (Canton) and Kowloon. The Hong 
Kong section of the railroad provide both passengers and 
freight services over a distance of 35 kilometers from 
Kowloon to the Chinese border. 
For telecommunication, Hong Kong is served by an 
extensive and fully automated telecommunication network. 
Advanced telecommunication technology, such as digital 
switching and optical-fiber cables, has been widely adopted. 
With more than 3.1 million telephones connected to the 
network, Hong Kong has a density of more than 54 telephones 
for every 100 people. The telephone service is provided only 
by monthly rental, which means that unlimited local caals 
can be made free of charge within the territory. Overseas 
communications include international direct dialing to more 
than 190 destinations and telephone and telegraph circuits 
by submarine cable, high-frequency radio and satellite. 
Radio paging services are very popular, as are 
mobile(cellular) telephones. 
Industrial Climate 
Framework. Hong Kong has a free enterprise, and free 
trade economy. The government has traditionally adopted a 
policy of nonintervention in the private sector, while at 
the same time, providing the territory with a modern and 
sophisticated commercial infrastructure and sound legal and 
administrative framework. the result of this government 
policy, an entrepreneurial population and an industrious 
work force is a highly prosperous economy with one of the 
highest per capita GDPs in the Asia-Pacific region. The Hong 
Kong economy is base on trade, and Hong Kong now ranks as 
the eleventh largest trading nation in the world. It is 
estimated that approximately 90 percent of Hong Kong 
manufacturing output is therefore heavily dependent on 
imports. However, as Hong Kong is primarily a free 
port (imposing no customs duties on imported goods), this 
does not pose a problem. In recent years, the limited supply 
of land available for industrial use and the tight labor 
market have encouraged many manufacturers to move part of 
their production across the border into southern China, 
where they can take advantage of lower land costs and a 
relative cheap supply of labor. 
In response to increasing competition from other 
developing countries in Asia, Hong Kong industrialists are 
modernizing their operations and moving into more 
sophisticated product lines. The overall objective is to 
move from simple processing work to more capital-intensive 
and technologically advanced production. At the same time, 
there is a shift of employment from the manufacturing sector 
to the services sector. Given its strategic location at the 
center of Asia and at the doorstep of the People's Republic 
of China, as well as the territory's excellent communication 
network and efficient transportation system, Hong Kong has 
developed into the hub for trade, finance and business 
services in the region. 
There is very little state ownership and control of 
industry in Hong Kong. The only enterprises controlled 
directly by the government are the postal system, water 
supply, harbor, airport, Mass Transport Railway, Kowloon- 
Canton Railroad, and Radio, Television Hong Kong. Public 
utilities (electricity, gas, and telephone) are privately 
provided under a franchises granted by the government. For 
the most part, The Hong Kong economy is privately 
controlled. The shares of many of Hong Kong's publicly 
listed companies are generally widely held. Many of the 
listed companies began as family-owned and operated 
concerns, which have subsequently obtained a stock exchange 
listing. Since 25 percent of the issued share capital of a 
listed company is required to be offered to the public, in 
many cases the original shareholders retain close to 75 
percent of the equity. Small business plays an important 
role in Hong Kong. In 1990, more than 80 percent of 
companies employed fewer than ten people. 
Government R o l e s .  The government does not undertake 
economic planning and does not have a specific industrial 
policy. With the exception of the abovementioned government- 
controlled enterprises, the Hong Kong government is firmly 
committed to free trade and free enterprises. Its policy is 
therefore to allow private enterprise to play the dominant 
role in Hong Kong's development. Apart from providing the 
infrastructure, either through direct services or by 
cooperation with public utility companies and autonomous 
bodies, the government's roles in the economy remains one of 
providing a stable framework within which commerce and 
industry can function efficiently and effectively with a 
minimum of interference. In keeping with its roles of 
providing a modern and economic infrastructure for Hong 
Kong, the government has recently announced an ambitious 
program of infrastructural works, including the construction 
of a new international airport and port facilities. These 
projects are expected to add approximately 1.5 percent to 
the territory's economic growth over the duration of the 
project . 
Government has no direct powers through which it can 
control prices, rates of inflation, money supply, or other 
components of the economy. It intervenes only in response to 
the pressure of overriding economic or social needs. The aim 
of government's fiscal policy is to maintain a balanced 
budget, and in all but a few years, the government has 
recorded a budget surplus. Its objective in relation to 
monetary policy is to provide a favorable environment in the 
financial sector, with sufficient regulation to ensure 
confidence and sound business practice but with minimal 
intervention and impediments. 
Public and Private  Sector Cooperation. There is no 
formalized process for joint decision making by the public 
and private sectors. However, the government dose consult 
the private sector on important issues such as the Basic 
Law. The private sector has organized various lobby groups 
which attempt to influence public opinion and government 
policy in a number of areas. 
Foreign Investment & Trade Opportunity 
Government A t t i t u d e .  Foreign investment continue to 
play a key role in the development of Hong Kong industry. It 
provided an effective means of assisting the introduction of 
new industrial products and facilitating the transfer to 
Hong Kong industry of new production methods and technology. 
The main sources of foreign investment are China, Japan, 
United States, and the United Kingdom. The industries that 
have attracted the most foreign investment have 
traditionally been electronic and textiles. The Hong Kong's 
government make no distinction between local and foreign 
companies, and welcomes investment from both. In recent 
years, the government has taken steps to attract more 
foreign investment into Hong Kong. Through its Industrial 
Promotion offices in New York, San Francisco, London, 
Brussel, and Tokyo and the One Stop Industrial Investment 
Unit within the Industry Department, the government provides 
information on all aspects of Hong Kong to prospective 
investors and assists them in evaluating and implementing 
their plan to set up manufacturing plants in Hong Kong. 
Investment Incent ives .  The Hong Kong government 
encourages investment by persueing a policy of enterprise 
with a minimum of intervention and interference with market 
forces (Anthony Blass, 1994) . There is no discrimination 
against overseas investors. Industrial policy is to provide 
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an appropriate environment with adequate industrial and 
technical support. Hong Kong is attractive to foreign 
investors for many reasons, including its low rates of tax 
which will be discussed later and the freedom of offshore 
profits from Hong Kong tax. There is no specific intensive 
to invest in other countries, but as only Hong Kong profits 
/ 
are taxed, the tax system encourages offshore business 
generally, not favoring any particular overseas territory. 
Hong Kong is well situated to provide supporting services 
for corporations wishing to do business in the People's 
Republic of China. Foreign-source income, capital gains and 
dividends are not taxed in Hong Kong. Royalty income may be 
taxed at very low rates in certain circumstances, even where 
royalties are deemed to arise in Hong Kong. The absence of 
withholding taxes and the exemption of dividends from income 
tax also provide useful advantages for international tax 
planning. 
Foreign Trade & Investment Restrictions 
T r a d e  R e s t r i c t i o n s .  The Hong Kong government is firmly 
committed to free trade and free enterprise. Hong Kong 
formed a counterproduction committee in the late 1985. It 
composed of various organizations such as The Trade 
Development Council, The Chamber of Commerce, The Trade, 
Industry, and Customs Department, and The Hong Kong Unionist 
Association. These committee tried to impose some selective 
tariff restrictions, but the Trade Council has not 
implemented any. 
As a free-trade port, Hong Kong imposes no tariff on 
imported goods. However, there are duties on tobacco, 
liquor, methyl alcohol and some hydrocarbon oils. A duty is 
also paid when a motor vehicle is registered for the first 
time. Moreover, the colony has no non-tariff barrier. The 
government neither subsidizes the export of manufactures nor 
protects its domestic market (Business Asia, 1993). 
There are few controls over imports, exports, and re- 
exports. Import and export quotas are not imposed on any 
commodity and licensing formalities are kept to a minimum. 
There are no restrictions on the import of foodstuffs, and 
in fact, much of territory food is imported. Before 
dangerous drugs can be imported into or exported from Hong 
Kong, permission must be obtained from the Medical and 
Health Department. The licenses are required only to enable 
Hong Kong to fulfill its international obligations and for 
health, safety, and security reasons. Some of those are the 
licenses required for strategic goods, products that could 
be dangerous to public health, and goods requiring duties, 
but the approval process is usually quick. Licenses normally 
take only two to three weeks to obtain. 
Investment Res t r i c t ions .  Hong Kong has long maintained 
a laissez-faire attitude toward business. It allows a free 
flow capital into and out of the colony. There are no 
specific registration or reporting requirements for foreign 
capital, loans, technology agreement, or other types of 
agreements. Foreign companies incorporated outside Hong Kong 
that wish to establish a place of business in the country 
must comply with the requirements of the Companies 
Ordinance. This involves submitting for registrations with 
the Companies Registry a certificated copy of the documents 
of constitution or incorporation overseas, particulars of 
the directors, and the name and address of at least one 
person resident in Kong Kong who is authorized to accept 
notices on the company's behalf. These requirements are not 
materially different from those for companies incorporated 
in Hong Kong. Its lack of natural resources and small 
domestic market require Hong Kong to foster business growth 
through minimal interference. It allows private enterprises 
to make necessary improvement. As local business turn toward 
more advanced technology, they need enormous financial 
support. In response, the government has adopted such 
measures as low tax structure, free-port benefits, and the 
unrestricted remission of funds(Michel1e Dalton, 1994). Hong 
Kong's success in attracting international investment is 
primarily the result of its lack of discrimination against 
investors. 
there is no equity restriction existing for private 
industry. The government encourages investment in foundries 
and factories making precision instruments, machine tools, 
and automotive parts. For the operation restrictions, 
foreign nationals are not formally restricted. However, work 
permits and visas for expatriates may be refused if Hong 
Kong nationals are available. Before entering the colony, 
expatriates must obtain resident visas and work permits, 
which are valid for six months and may be extended for a 
year. In 1989, about 2,000 skilled workers were given visas 
to enter Hong Kong under an import labor scheme. In July 
1990, a scheme to allow 14,700 workers was introduced, which 
labor unions strongly opposed. Only small number entered 
during 1992. However, labor importation has still increased 
although with safeguards to protect Hong Kong workers. 
The rule in Hong Kong is to allow private enterprises 
to play the dominant role in local development, and 100 
percent foreign-owned ventures are common. One notable 
exception applies to the ownership of Hong Kong's licensed 
television broadcasters. In common with many other 
countries, Hong Kong has long maintained limits on foreign 
ownership of its television operations. The government 
decided to tighten the old rules and in 1988bought down the 
collective foreign-ownership ceiling from 75 to 49 percent. 
Further, an individual foreign investor cannot hold more 
than 10 percent of the licensee's company's shares ( an 
exception may be made for any foreign investors whose 
holding was acquired before November 24, 1987). As mentioned 
above, there are no restrictions on capital movement and 
reparation of profits. 
Apart from the exception mentioned above, there are no 
restrictions applying specifically to foreign investors. 
However, it should be noted that all land in Hong Kong is 
leased from the government. 
There is no specific government policy in respect of 
foreign investment. With a few minor exceptions, Hong Kong 
is a completely free market economy with no regulations 
restricting inward or outward investment. Under the Joint 
Declaration of Hong Kong, the law currently in force will 
remain basically unchanged, with the intention that the 
current social and economic system will remain in place for 
/ 
a period of at least 50 years after the transform of 
sovereignty in 1997. 
Regulation of Business. While the degree of regulation 
in Hong Kong remains low by comparison with that of many 
developed economy, the trends in recent years has been 
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toward more regulations, particularly in the financial 
sector. Every business in Hong Kong, whether carried on by 
an individual, a firm or a corporation and whether locally 
or foreign owned, must be registered under the Business 
Registration Ordinance, which is administered by the Inland 
Revenue Department. An annual fee of HK$1,000 is payable in 
advance. The fee is also payable by those companies 
incorporated in Hong Kong that carry on their business 
outside Hong Kong. 
There is no official government policy toward 
competition. It can be said, however, that the government 
encourages and support healthy competition in virtually all 
sector of the economy. Hong Kong has no antitrust laws. 
Enterprises offering electricity and telephone services and 
some mode of transportation are the only one that enjoy a 
monopoly. There are no special restrictions on foreign 
investment. 
The Hong Kong Code on Takerovers and Mergers does not 
have the force of law, but it has the support of those 
professionally involved in the securities industry. A 
revised code was published during 1990. The Code is 
administered on a day-to-day basis by the Securities and 
Future Commission (SFC) . The code requires any person (or 
person acting in concert) who acquires shares that carry 35 
percent or more of the voting rights of company to make a 
general cash offer to the other shareholders of the company. 
The cash offer must be at a price not less than the highest 
price paid by that person or persons within the preceding 6 
months. In addition, any person who holds not less than 35 
percent and not more than 50 percent of the voting rights 
and acquires more than 5 percent of the voting rights in any 
period of 12 months must make a general offer. 
Moreover, the government does not have any direct 
control over prices. The only exceptions in this regard 
pertain to organizations providing electricity, telephone 
services, and most forms of public transport. These 
organization must obtain the government's prior approval for 
any price increases. 
Taxation Discrimination. The same tax rates apply to 
both foreign and domestic enterprises. It has low and 
declining tax rates. As the government's fiscal position 
improved in 1988, it dropped the corporate profit tax from 
18% to 17% and reduced the highest personal income tax rate 
from 16.5% to 15% and the bottom half of income earners pay 
no tax at all. However, the March 1992 budget increased the 
corporate tax to 17.5%. The government is also reducing 
double taxation burdens and seeking to widen tax base. The 
ratio of direct to indirect tax stood at about 65 to 35. 
Generally, all expenses incurred in the production of 
assessable profits are deductible. Corporate dividends are 
not subject to withholding tax for either the payers or the 
recipient. The salaries tax is calculated on a sliding scale 
from 5% to 15%. Corporation are exempt from property tax. In 
1992, the financial secretary agreed to consider ways to 
modify tax bands and allowances to help lower-paid workers. 
The top rate of personal tax remained at 15%. However, only 
100,000 taxpayers out of almost 3 million paid this much. 
This group in fact supplied 56% of Hong Kong's total tax 
yield(Wil1iam D. Coplin and Michael K. O'Leary, 1993). 
The government also imposes no significant restriction 
on remittance of profits and capital. By widening the scope 
of the profit tax, the government has tried to stem the 
outflow of capital caused by firms registering their parent 
companies outside Hong Kong while financing local 
subsidiaries through note issue. 
Exchange Controls .  Between 1974 and 1983, the Hong Kong 
dollar was permitted to float independently with the market, 
and the government rarely intervened. During the Anglo- 
Chinese negotiations on the status of Hong Kong, the value 
of its currency tumbled more than 60% against the US dollar. 
Although the Association of Banks raised interest rates on 
local currency deposits to protect the Hong Kong dollar's 
value, the measure failed, forcing the government to adopt 
stabilization measures. Since 1983, the currency has been 
tied to the US dollar, and its undervaluation through much 
of the decade helped fuel Hong Kong's export growth. 
However, recent wage inflation in Hong Kong and the US 
dollar currency rise probably mean that the Hong Kong dollar 
is no longer undervalued. 
Hong Kong imposes no restriction on the import, export, 
or remittance of local currency. The business district have 
numerous money-changers who will supply almost any currency, 
and it is possible to obtain traveler's checks denominated 
in Hong Kong dollar. Hong Kong currency circulated widely in 
southern China, is often the preferred medium of exchange 
there; about 20% of Hong Kong currency is in use in China. 
Fiscal & Monetary Policy. Since 1986, the government 
has generated an increasingly large budget surplus. This is 
mainly the result of increasing taxes and revenue from land 
sales, reduced spending, and steady GDP growth, which was 
unaffected even by the Beijing riots of 1989. Monetary 
policy has been lax considering the rise in inflationary 
pressure since 1988. Money supply grew by 13.2% in Fiscal 
year 1989-1990, while bank lending was up 23.5% over the 
same period. Strong growth and a good fiscal position 
enabled the government to cut profit taxes for Fiscal year 
1989. 
The Hong Kong government works on the basis of a 
balanced or surplus budget, and rarely has needed to borrow. 
The last time it did so was in 1984, and the end of the 
budget deficit eliminated the need to borrow. Nevertheless, 
the government is interested in issuing bond as part of the 
trend toward creating a Central Bank and strengthening the 
financial markets. In 1991, a proposal to issue government 
bonds was announced in the budget. 
Rising levels of Chinese commercial and financial 
investment have created a new source of funds for 
manufactures and real estate developers in Hong Kong. Since 
the signing of the Anglo-Chinese agreement, short-term 
foreign investment has grown. Although some investors are 
still wary of fixed assets, real estate values have 
increased substantially since the low of 1985 and 1986. In 
1991, real estate price and rent increased considerably. The 
price of real estate rose by 50% in a year. Apartment was 
rented at US$500 per square meter. 
IV. Labor 
Availability of Labor 
Hong Kong has a resourceful and energetic work force of 
approximately 3,000,000 people. The level of unemployment is 
minimal; about 2.4 percent in 1991(William D. Coplin, 1993). 
Toward the end of the 1980s, the labor market in Hong Kong 
became very tight because of the high level of economic 
activity. At around the same time, a phenomenon known as the 
"brain drain" developed, which has posed problem for many 
employers. This is the emigration of Hong Kong's middle 
class, consisting predominantly of professionals and middle 
management. They are leaving Hong Kong to obtain the 
insurance policy offered by a foreign passport before the 
People's Republic of China assumes sovereignty over Hong 
Kong in 1997. Despite the tight labor market and the effect 
of the brain drain, Hong Kong continues to provide a well- 
balanced work force. 
There are no restrictions on the number of foreign 
employees that can be recruited. However, foreigners must 
obtain an employment visa issued by the Immigration 
Department before they enter Hong Kong to take up 
employment, and in practice, employment visa are issued only 
to professionals and managerial-level employees. Given very 
low level of unemployment, the buoyant economy and the 
increasing level of emigration from Hong Kong, there have 
been calls by employers for the government to relay the 
immigration laws to allow the importation of foreign workers 
to ease the labor shortage. As mentioned before, the 
government has recently agreed to allow the entry of 14,700 
skilled and semiskilled foreign workers. It also announced 
that foreign workers will be brought in to work on the new 
port and airport projects. 
Labor & Management Relation 
Hong Kong offers a skilled labor force at all levels, 
although shortages have been experienced in many sectors in 
recent years. The increasing level of emigration by the 
middle classes is cause for concern, as it is becoming 
increasingly difficult to hire and retain experienced staff 
to fill managerial positions. Generally, the labor force is 
neither highly organized nor militant. Only a small 
percentage of the work force belong to trade unions. 
Employees can be terminated at any time and for any 
reasons by their employers with the exception of pregnant 
women. Under the Employment Ordinance, all appointments are 
deemed to be on a month-to-month basis unless otherwise 
stated. Dismissed workers are entitled to one month's 
advance notice of the termination of their employment or to 
salary in lieu of this notice. However, employees can be 
dismissed for cause without notice or payment in lieu of the 
notice. For workers who are laid off, the rate of an 
eligibility for severance pay are laid down in the 
Employment Ordinance. The ceiling for severance pay is an 
amount not exceeding the sum of the previous twelve months' 
earning. 
Labor Union 
There is no strong trade-union movement in Hong Kong. 
The unions that have been set up are more like "self-help" 
groups and not at all militant. Trade unions in Hong Kong 
have the legal status of corporate bodies through a system 
of registration by the Registra of Trade Unions under the 
Trade Unions Ordinance. Once registered, unions enjoy 
immunity from certain civil suits. At the end of 1990, 452 
employees' unions were so registered. About one-third of 
these are either affiliated or associated with one of two 
local federations that support opposing political groups. 
Divergent loyalties have prevented the union from 
amalgamating into effective organizations. 
The Hong Kong Federation of Trade Unions is an 
organization with self-wing sympathies. It is based in the 
PRC, with provincial headquarters in Guangzhou. Most of the 
members of its affiliated unions are concentrated in 
shipyards, textile mills, public transport, public 
utilities, and the printing and the carpentry trades. The 
Hong Kong and Kowloon Trade Union Council has right- 
wing(that is pro-Taiwan) sympathies. Most of the member of 
its affiliated unions are employed in the catering and 
building trade. The remaining employees' unions are 
politically independent, and their members are mainly 
employed in the civil service and the teaching profession. 
Industrial disputes are not a major problem in Hong 
Kong, and productions are seldom interrupted. Membership in 
a trade union is not an obligation. However, every employee 
has the right to become a member of a trade union. At end- 
1990, union membership stood at 439,500, which represents 
only about 15 percent of the total labor force(Price Water, 
1993). Unions and employers do not enter into binding 
contracts and settlement as in some other developed 
countries, and no sanctions can be brought against unions. 
Labor cost .  
The wage structure is based on supply and demand. No 
minimum wage law exists. Wage rate are usually calculated on 
the basis of time or incentives. It depends on the volume of 
work performed. The pay period is normally 10 to 15 days for 
workers on daily or piece rates. Many semi-skilled and 
unskilled manufacturing workers are paid on a piece rate 
although daily rate are also common. Wage increases 
generally have been above the inflation rate. Civil servants 
wage increased up to 15% in 1990 and smaller increased in 
1991 and 1992. Wage increases of up to 25% have been 
reported in some part of the private sector. 
The government has secured a steady improvement in working 
conditions and terms of employment through an extensive 
program of labor legislation. The unemployment rate from 
1985 to 1989 averaged 2.1%. Even in the manufacturing 
sector, no significant layoffs have occurred. On the 
contrary, the labor shortage remains a pressing problem 
although labor unions have taken a strong line against 
proposals to import workers from neighboring countries. 
Trade unions have achieved increases higher than the 
rate of inflation or a guaranteed minimum percentage. Many 
business believe that direct elections will give labor more 
power in policy-making. The massive emigration of 
professionals and skilled workers has intensified the 
shortage of high-level manpower. As a result, many companies 
must offer higher salary to recruit professionals and 
managers. In general, however, this shortage has not caused 
any appreciable falling-off in standard of service, but high 
inflation rate and the labor shortage will increase labor 
cost in Hong Kong. 
V I .  Hong Kong: Stepping Stone in to  China 
Hong Kong now is the largest foreign investor in China, 
vice versa. Its export to China have grown rapidly as a 
result of their increasingly large volume of direct 
investment in China. An estimated 60 percent of all foreign 
direct investment in China either comes from Hong Kong or 
pass through it (Canadian Business, July 1994) . The U. S. 
ranks the second with 11 percent and Japan third with only 
6.6 percent. Hong Kong's re-export have increased at a 20 
percent average rate in volume terms since 1988, with nearly 
90 percent involving China either as a source or a 
destination(Business America, March 1994). The colony is a 
stepping stone to Chinese market. 
The future economic development of Hong Kong will be 
closely linked to that of the People's Republic of China and 
in particular to Guangdong Province, since it borders Hong 
Kong and houses a number of the PRC's Special Economic 
Zones. Since the commencement of China's open-door policy in 
1979, Hong Kong has been Guangdong Province's largest 
foreign investor, Hong Kong-registered companies accounting 
for approximately 70 percent of total foreign investment in 
the province (Natalie Wheatley, 1993) . Not all of these have 
been Hong Kong companies. Many foreign corporations have 
chosen to use Hong Kong as their base for this investment 
because of its geographical proximity to Guangdong, a wealth 
of experience in working with Chinese officials and 
enterprises, and the full range of backup services that Hong 
Kong can provide to the international businessmen. 
Trade between Hong Kong and the PRC has increased 
rapidly. The growing interdependence of the two economies 
has been greatly facilitated by the preferential trade and 
investment policies in Guangdong Province. Another important 
factor has been Guangdong's abundant supply of labor and its 
proximity to Hong Kong. The success to date of Hong Kong 
relationship with Guangdong has highlighted the potential 
for investment in the province and in the PRC as a whole for 
other overseas investors. Taiwan is poised to become another 
major investor, and South Korea has also increased its 
investment in China. 
Furthermore, the industries that are now based in 
Guangdong are demanding a range of support services that 
Hong Kong is able to provide. By virtue of its geographic 
location at the heart of the Asia-Pacific region and at 
China's doorstep, Hong Kong is uniquely positioned to play 
several roles to Chinese market; a role as financier, 
trading partner, and middlemen. It is the PRC's window on 
the world. A number of cities would like to compete for some 
of these roles, but Hong Kong has the natural advantage of 
being in the right place. 
VI. The Fate of Hong Kong 
The clock is ticking for Hong Kong. In 1984, Great 
Britain and China reached agreement on returning the British 
dependency to Chinese authority in 1997. The agreement 
stipulates that Hong Kong will become an autonomous district 
within China, with self-rule in all matters except foreign 
and military affairs, and will be allowed to keep its 
capitalist, free enterprise economy for at least 50 
years (Xinhua News Agency, 1994) . Worries about what the 
future really holds for Hong Kong were heightened after 
Beijing cracked down on prodemocracy demonstrators in the 
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massacre at Tiananmen Square in 1989. Uneasy about the 
future, a lot of people have been leaving the colony, 
worsening an already acute labor shortage. The exodus of 
skilled workers, professional and businessmen emigrating to 
the United States, Britain, Canada, and Australia has been 
growing every year. In 1989, 42,000 emigrated; in 1990, more 
than 56,000. Great Britain is offering to give 50,000 middle 
class residents of the colony British passports, so they can 
leave Hong Kong if conditions get unbearable after 
1997(Wilson Quarterly, Winter 1994). 
The British believed that they would be able to 
negotiate an extension of the Hong Kong lease, but when the 
Prime Minister, at that time, Margaret Thatcher visited 
Beijing in 1982, the Chinese made it clear they wanted the 
borrowed province returned and basically on terms they would 
dictate. With less than 4 years to go until the handover, 
the fighting between Beijing and London continues to rumble, 
with much of it being personalized by the Chinese in the 
person of the British Governor of Hong Kong, Chris Patten. 
One particular source of friction is the attempt by the 
governor to introduce a greater degree of democracy into the 
Legislative Council. On September 18th were Hong Kong's 
first fully democratic elections. The elections proved an 
important stage in Hong Kong political development-not 
simply because they were the first real test of the colony's 
young political parties, but also because the campaign 
turned some unlikely people into energetic democrats. 
The outcome of the elections was satisfactory for most 
of those involved. Some 700,000 people voted, and the 
turnout, one-third of the electorate(about the show for 
local council elections in Britain), was high enough for Mr. 
Patten to read it as support for his reform(Economist, 
1994). 
This elections showed that many residents strongly 
favor democratization. However, the British administration 
cannot afford to fully accede to this wish because of 
China's opposition and will allow only moderate political 
reform. Nevertheless, the desire for foreign investment 
could lead Beijing to permit further democratization because 
the Chinese plan to use Hong Kong as a major way to trade 
with the West. It is difficult to predict whether the flow 
of foreign investment into Hong Kong will be sustained at 
present levels. Some investors canceled or postponed their 
investment plans following the social unrest in China in 
June 1989, fearing negative repercussions for Hong Kong. 
However, the flow of Japanese investment into Hong Kong does 
not appear to have been affected, and there has been an 
increase in capital flows from Taiwan following the 
relaxation of its exchange control regulations in 1989. 
VII. Conclusion 
Hong Kong, again, is the crowded entry way to that 
highest growth region. Anyone who has been jostled in the 
daily bustle of the business district, Central, knows that 
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Hong Kong has a pace that can make walking even in New York 
feel like mere perambulation. Hong Kong offers unique access 
to the planet's fastest-growing economy and biggest 
potential market, China. The city is an ideal base from 
which to manage businesses across Asia. A glance at a map of 
the Asia-Pacific area shows hoe convenient Hong Kong is as a 
center for many activities within the region. It is a focal 
point for all major air and sea routes. It is the preferred 
base for the large majority of companies with regional 
headquarters in Asia. It operates the largest container 
terminal in the Asia-Pacific area. Finally, more than one 
million tourists visit Hong Kong each year. From the 
businessman's standpoint, Hong Kong is an ideal location for 
the China trade, both as point of entry for the biannual 
Chinese Trade Fair held in Canton and for the conduct of 
business with Hong Kong branches of various Chinese state 
trading corporations. Hong Kong has been and remains a 
gateway to Southern China, astride major air and sea routes 
of the Far East. In addition to this locational advantage, 
the government also encourages investment by adopting a 
policy of free enterprise with a minimal intervention and 
interference. These advantages of location and government's 
attitude toward foreign investment provide enormous economic 
benefits that more than compensate for Hong Kong's uncertain 
tomorrow. Even this British Crown Colony's scheduled 
reversion to mainland China in 1997 does not seem to provoke 
anxiety, despite some sticky negotiations. China, which 
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needs Hong Kong, as mentioned before, to trade with the 
West, has guaranteed that Hong Kong citizens will remain all 
the rights they now enjoy for a minimum of 50 more years. 
The crush of business is so dizzying that it can overwhelm 
all political problems and worries about what will be lies 
of the land in the future. 
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Hong Kong: The Best Destination for Foreign Investment 
China, Taiwan, and Hong Kong rank among the best 
destinations for investment and trade in the world. Hong 
Kong has been so for many years, and in the 1 9 8 0 ~ ~  China / 
joined it as favorable destination for business and 
investment. China, Taiwan, Hong Kong together are rapidly 
moving toward economic integration, providing unprecedented 
opportunities for the three and their trading partners. 
Hong Kong alone is one of the most dynamic cities 
in the world. It is already wealthier than most of the 
industrialized countries, measured by per capita gross 
domestic product (GDP) . In addition, it is growing at least ' 
twice as fast as the industrialized countries. Not only its 
geographic location beneficial, but also its free market 
policies that support the colony to be so. With no tariff 
nor non-tariff barriers, the colony attracts foreign 
investors. 0 
This research paper is written for international 
executives who are interested in doing business in Hong 
Kong. The primary audience is the American business 
community, but it can be utilized by any one with commercial 
interest in Hong Kong, and by students of international . 
business. The hypothesis of this research paper is to 
analyze whether Hong Kong is really as good an destination 
for investment as people claim it is, and whether it is 
still the best opportunity for foreign investors even though 
it will become an autonomous district within China in 1997. 
The paper starts with some country's profile and 
its location to let readers know why Hong Kong is good luck 
in its geographic location. Then, I will discuss some / 
economic overview to see how Hong Kong is doing in the world 
economy. The next part of the paper are about the business 
environment. I will be discussing some industrial climate, 
public and private sector cooperation, foreign investment 
and trade opportunities, and the restrictions on foreign 
trade and investment. Tax system is also discussed after 
that. Then, the paper will show the labor relations in Hong 
Kong. It includes labor cost, availability of labor, labor 
and management relationship, and labor unions. Then, since 
Hong Kong is at the heart of China, the world fastest- 
growing region and its economy is well on the way to full 
marketization, it is no doubt that we should study the 
relationship between China and Hong Kong and see if foreign 
investors will be able to take one more step from Hong Kong 
to China. Finally, I will discuss the fate of Hong Kong 
after the year of 1997 when the colony will be returned to 
China to see what will be lies of the land and how they will 
affect foreign investment. 
The paper is also intended to educzte the readers 
on all aspects of doing business with Chinese, and will thus 
undertake broad topics, ranging from cultural environments 
to political events, and from investment environments to the 
mechanics of trading in the region. An understanding of the 
material in this paper will provide the readers with a deep 
comprehensive understanding of the process of doing business 
in Hong Kong. 
References 
Anonymous, llBusiness Outlook: Hong Kong" B u s i n e s s ,  Vol. 
25, Iss. 21, October 11, 1993, p. 8 
Anonymous, I1China Will Firmly Implement Hong Kong Basic Law1# 
News Agenqc, March 13, 1994 
Anonymous, lrContemporary Affairs - The Fate of Hong Kong: / 
The Coming of 1997 and What Lies Beyond by Gerald Segal" 
on 0-, Vol. 18, Iss. 1, Winter 1994, p. 96 
1 
Anonymous, lrCountry Report -Hong Kong , Macau" B x n n  
H-9, Mac=, ISS. I, First Quarter 1994, p. 1-34 
Anonymous, I1Hong KongI1 BusinessAsia, Vol. 25, Iss. 1, 
January 4, 1993, p. 4 
Anonymous, llStepping Stone Into Chinar1 Canadian Rusiness. 
V O ~ .  67, ISS. 7, July 1994, p. ~~9-ssll 
Anonymous, llPattenl s Last Stand1! Spectator, Vol. 273, Iss 
8660, July 2, 1994, p. 7 
Anonymous, !#The Chinese ~conomic Area: A Fast Growing Region 
in Asiar1 BusinessAmerica, Vol. 115, Iss. 3, March 1994,p. 
7 - 8 
Blass, Anthony IrHong Kong: The Beat Goes Onr1 Far Fastern 
lc Review, Vol. 157, Iss. 18, May 5, 1994, p.56 
Buck, David Dl "Reviews of Books-Hong Kong in Chinese 
History:Community and Social Unrest in the the British 
Colony, 1842-1913 by Jung-Fang TsaiIf1 W t o r i c a  
w, Vol. 99, Iss. 2, April 1994, p. 618-619 
Coplin, William D.; and Michael K. OrLeary. meal , , 
. . 
e P a c m ,  1993 
Dalton, Michelle, IrHong Kong on Guard," Business . 
Vol. 79, Iss. 5, May 1994, p. 32 
Gargan, Edward A. lrHong Kongls Governor Says China 
Undermines Colonyr1 New York T m ,  July 14, 1994, Sec. 
A, p.3, col. 1 
Hamlin, Kevin, llAsials Golden Markets," 
Business, Vol. 7, Iss. 6, June 1994, p. 72-78 
Hartland-Thunberg, Penelope, "Book Reviews-The China-Hong 
Kong Connection: The Key to China's Open Door Policy by Yun- 
Wing Sung, Journal of Comparative F-, Vol. 18, Iss. 
2, April 1994, p. 261-263 
Lennon, David, llHong Kong: Will The Bright Lights of Hong 
Kong Be Dimmed After 1997?," -, Iss. 329, September 
1993, p. 18-20 
Mirsky, Jonothan, "The Battle for Hong Kong-A Borrowed 
Place: The History of Hong Kong by Frank Welsh," &ICYQ& 
, Vol. 41, Iss. 7, April 7, 1994, p. 16-20 
Tanzer, Andrew. "Attention: Los Angeles, New York, London" 
Forbes, Vo1.153, Iss. 8, April 11, 1994, p.54-56 
The World FacLbmk, 1993-1994 
Williamson, Hugh. "Hong Kong's Minor Change1' 
Vol. 7, Iss. 310, July 8, 1994, p. 11 
